1/16/2014 public comments, NDC Committee meeting

Thank you, Mr. Chairman and members of the Committee. My name is Kent Ervin,
E-R-V-I-N. My comments are for the record, please.

I am an active participant in the Nevada Deferred Compensation program. A substantial
portion of my retirement savings is invested in the 457 plan. | cannot access those funds
until | retire, so the future of the program is important to me. | have submitted written
comments about specific agenda items, but because of the limited time for public input
I will only make general remarks now.

As an investor primarily in indexed mutual funds, my major concern is keeping
investment management fees low and recordkeeping fees low. Currently, the
recordkeeping expenses are covered by revenue sharing on a percentage basis. The
cost of recordkeeping for an individual participant does not increase greatly as his or her
savings grow toward requirement, but the amount paid as a percentage keeps going up
and up. That’s not a fair distribution of costs, especially when various funds have
different revenue sharing rates. The Committee should consider a flat per-participant
charge, with zero revenue sharing retained by the recordkeepers, as a more fair way to
distribute administrative costs. But if you don’t choose to go in the direction of uniform
fees, then continuing the subsidization of recordkeeping expenses by profits from a
General Account is favorable for mutual fund holders like me.

The most important aspect of the RFP is achieving a recordkeeper contract in the best
interests of participants by conducting a process that is truly fair and competitive, both
in perception and reality. The withdrawal of the 2012 RFP resulted in aggregate losses to
participants of 51.9 million in 2013 alone compared with the highest-scored proposal.
NDC participants cannot afford to have that happen again. If the next RFP is not
successful, the liability for the Committee as fiduciaries could be severe. The next RFP
must be clean and the State Purchasing process must be followed in letter and in spirit.
Incumbents have a natural advantage, but they shouldn’t have an unfair advantage. As

ommitiee members you must your demonstrate impartiality in deed as well as words.
One way would be to commit now to investing some of your own funds with each of the
two incumbents. That would also allow you to compare their websites and investment
guidance offerings. | challenge each of you to do so.

Thank you for the opportunity to provide input. | would be happy to answer any
guestions.




Public Comments for NDC RFP workshop on Jan 16-17, 2014, by Kent Ervin, active participant

Thank you for the opportunity to provide input for this process. | would like to address a few
specific points related to the next recordkeeper search:

1)

2)

3)

Single versus multiple recordkeepers. The 2012 RFP clearly showed significant savings with
a single recordkeeper. There is no reason to expect that the market has changed
significantly since then. A single recordkeeper is also easier and cheaper for NDC to
administer and monitor, e.g., reducing consultant fees. With open architecture for mutual
funds, there is no advantage to having two different vendors provide similar or identical
funds with different expense ratios. The only investment advantage of more than one
vendor is that stable value accounts could be backed by different insurance companies,
providing some diversification against default risk if a participant invests with multiple
providers. However, better protection from default risk may be obtained by choosing a
stable value product that is not a general account subject to one insurer’s credit.

Safety of insured accounts. The financial strength rating of the insurer is a key factor in
determining the safety of a guaranteed income fund and is a most important fiduciary
concern especially for retirees. Neither of the two finalists in the recent RFP met the
minimum financial strength ratings of AA—/Aa3 recommended by a past NDC consultant for
choosing a guaranteed income fund (Mercer in 2008-2009). If a financial crisis of the 2008
magnitude recurs, it is doubtful that the federal government would again bail out insurance
companies (as it did with The Hartford by allowing it to become a ‘bank’ temporarily). NDC
has established a lower trigger of below A—/A3 for emergency consideration of
replacement, but the Committee needs to consider whether that level is sufficient for
selecting a future contract and whether relying on the financial strength of a single company
is really adequate protection for NDC participants.

Investment line-up. In the last RFP, it was difficult to compare pricing because of the
different investment vehicles offered by various vendors, especially for proprietary stable
value funds. That could be avoided if the Committee chooses funds for a single investment
fund line-up prior to the RFP, and then requires all vendors to bid on that lineup for an
apples-to-apples comparison. In particular, the Committee should conduct a full fund
search in advance to select a best-in-class non-proprietary stable value fund that most
recordkeepers can support. Then ask for separate bids using that stable value fund versus
substituting the provider’s own option. That would allow the Committee to compare the
offerings directly and fairly. Choosing a non-propriety stable value fund would also educate
the Committee and participants on the options and trade-offs. The final fund line-up could
be reconsidered once recordkeeper(s) are chosen.




4)

6)

Transparent and uniform fees. The Committee should consider how to most fairly charge
participants for recordkeeping and NDC administrative costs. Choose either a flat per-
participant charge or a uniform asset-based percentage (bps) charge on all assets including
any general accounts and with no revenue sharing retained by the recordkeeper. By
charging a uniform fee for all participants and assets, the providers won't need to recoup
recordkeeping expenses from their general account profits, and they could presumably offer
a higher crediting rate instead. Under this scenario, there should be no difference in
recordkeeping fee bids with or without proprietary funds—if there is a lower bid using a
general account it means general account holders are subsidizing recordkeeping costs for
other funds. The Committee needs to decide whether it wants that subsidization to
continue,

Target date funds. The indexed Vanguard target date funds with set glide paths as Qualified
Default Investment Alternatives (QDIAs) are very effective and inexpensive professional
management options for “please-do-it-for-me” participants, as well as providing fiduciary
self-harbor protection for plan-directed investments under ERISA rules as best practice.
Most participants don’t need individualized asset management with an added fee. | would
just suggest increasing the number of target dates to 5 year intervals to more closely match
the retirement dates of participants.

Re-enroliment strategy to improve asset allocations. For historical reasons, the asset
allocations of NDC participants are strongly skewed toward the Hartford General Account,
which provides a guaranteed but a relatively low return compared with historical market
performance. Because PERS participants already have a guaranteed retirement income
stream, a fixed interest account does not provide diversification. Education programs have
very limited effectiveness in inducing participant action. If the NDC Program is serious about
improving this situation, the Committee could consider a “re-enroliment” process that
defaults all future contributions into the QDIAs (age-appropriate target date funds). Of
course, individuals could opt-out and/or change their allocations at any time. The existing
asset allocation could be further improved through a full “re-investment” process, where all
existing funds transfer by default into the QDIAs (again, with individual investment
allocation elections allowed). Re-enrollment or re-investment has the advantage of a fresh
start getting most participants to a reasonable allocation, but does require a high level of
communication during the transition.




